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§1.708-1

§1.708-1 Continuation of partnership.

(a) General rule. For purposes of sub-
chapter K, chapter 1 of the Code, an ex-
isting partnership shall be considered
as continuing if it is not terminated.

(b) Termination—(1) General rule. (i) A
partnership shall terminate when the
operations of the partnership are dis-
continued and no part of any business,
financial operation, or venture of the
partnership continues to be carried on
by any of its partners in a partnership.
For example, on November 20, 1956, A
and B, each of whom is a 20-percent
partner in partnership ABC, sell their
interests to C, who is a 60-percent part-
ner. Since the business is no longer
carried on by any of its partners in a
partnership, the ABC partnership is
terminated as of November 20, 1956.
However, where partners DEF agree on
April 30, 1957, to dissolve their partner-
ship, but carry on the business through
a winding up period ending September
30, 1957, when all remaining assets, con-
sisting only of cash, are distributed to
the partners, the partnership does not
terminate because of cessation of busi-
ness until September 30, 1957.

(a) Upon the death of one partner in
a 2-member partnership, the partner-
ship shall not be considered as termi-
nated if the estate or other successor
in interest of the deceased partner con-
tinues to share in the profits or losses
of the partnership business.

(b) For the continuation of a partner-
ship where payments are being made
under section 736 (relating to payments
to a retiring partner or a deceased
partner’s successor in interest), see
paragraph (a)(6) of §1.736-1.

(i) A partnership shall terminate
when 50 percent or more of the total in-
terest in partnership capital and prof-
its is sold or exchanged within a period
of 12 consecutive months. Such sale or
exchange includes a sale or exchange to
another member of the partnership.
However, a disposition of a partnership
interest by gift (including assignment
to a successor in interest), bequest, or
inheritance, or the liquidation of a
partnership interest, is not a sale or
exchange for purposes of this subpara-
graph. Moreover, if the sale or ex-
change of an interest in a partnership
(upper-tier partnership) that holds an
interest in another partnership (lower-
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tier partnership) results in a termi-
nation of the upper-tier partnership,
the upper-tier partnership is treated as
exchanging its entire interest in the
capital and profits of the lower-tier
partnership. If the sale or exchange of
an interest in an upper-tier partnership
does not terminate the upper-tier part-
nership, the sale or exchange of an in-
terest in the upper-tier partnership is
not treated as a sale or exchange of a
proportionate share of the upper-tier
partnership’s interest in the capital
and profits of the lower-tier partner-
ship. The previous two sentences apply
to terminations of partnerships under
section 708(b)(1)(B) occurring on or
after May 9, 1997; however, the sen-
tences may be applied to terminations
occurring on or after May 9, 1996, pro-
vided that the partnership and its part-
ners apply the sentences to the termi-
nation in a consistent manner. Fur-
thermore, the contribution of property
to a partnership does not constitute
such a sale or exchange. See, however,
paragraph (c)(3) of §1.731-1. Fifty per-
cent or more of the total interest in
partnership capital and profits means
50 percent or more of the total interest
in partnership capital plus 50 percent
or more of the total interest in part-
nership profits. Thus, the sale of a 30-
percent interest in partnership capital
and a 60-percent interest in partnership
profits is not the sale or exchange of 50
percent or more of the total interest in
partnership capital and profits. If one
or more partners sell or exchange in-
terests aggregating 50 percent or more
of the total interest in partnership cap-
ital and 50 percent or more of the total
interest in partnership profits within a
period of 12 consecutive months, such
sale or exchange is considered as being
within the provisions of this subpara-
graph. When interests are sold or ex-
changed on different dates, the per-
centages to be added are determined as
of the date of each sale. For example,
with respect to the ABC partnership,
the sale by A on May 12, 1956, of a 30-
percent interest in capital and profits
to D, and the sale by B on March 27,
1957, of a 30-percent interest in capital
and profits to E, is a sale of a 50-per-
cent or more interest. Accordingly, the
partnership is terminated as of March
27, 1957. However, if, on March 27, 1957,
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D instead of B, sold his 30-percent in-
terest in capital and profits to E, there
would be no termination since only one
30-percent interest would have been
sold or exchanged within a 12-month
period.

(iii) For purposes of subchapter K,
chapter 1 of the Code, a partnership
taxable year closes with respect to all
partners on the date on which the part-
nership  terminates. See  section
706(c)(1) and paragraph (c)(1) of §1.706-1.
The date of termination is:

(a) For purposes of  section
708(b)(1)(A), the date on which the
winding up of the partnership affairs is
completed.

(b) For purposes of  section
708(b)(1)(B), the date of the sale or ex-
change of a partnership interest which,
of itself or together with sales or ex-
changes in the preceding 12 months,
transfers an interest of 50 percent or
more in both partnership capital and
profits.

(iv) If a partnership is terminated by
a sale or exchange of an interest, the
following is deemed to occur: The part-
nership contributes all of its assets and
liabilities to a new partnership in ex-
change for an interest in the new part-
nership; and, immediately thereafter,
the terminated partnership distributes
interests in the new partnership to the
purchasing partner and the other re-
maining partners in proportion to their
respective interests in the terminated
partnership in liquidation of the termi-
nated partnership, either for the con-
tinuation of the business by the new
partnership or for its dissolution and
winding up. In the latter case, the new
partnership terminates in accordance
with (b)(1)(i) of this section. This para-
graph (b)(1)(iv) applies to terminations
of partnerships under section
708(b)(1)(B) occurring on or after May 9,
1997; however, this paragraph (b)(1)(iv)
may be applied to terminations occur-
ring on or after May 9, 1996, provided
that the partnership and its partners
apply this paragraph (b)(1)(iv) to the
termination in a consistent manner.
The provisions of this paragraph
(b)(1)(iv) are illustrated by the fol-
lowing example:

Example. (i) A and B each contribute $10,000
cash to form AB, a general partnership, as
equal partners. AB purchases depreciable
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Property X for $20,000. Property X increases
in value to $30,000, at which time A sells its
entire 50 percent interest to C for $15,000 in
a transfer that terminates the partnership
under section 708(b)(1)(B). At the time of the
sale, Property X had an adjusted tax basis of
$16,000 and a book value of $16,000 (original
$20,000 tax basis and book value reduced by
$4,000 of depreciation). In addition, A and B
each had a capital account balance of $8,000
(original $10,000 capital account reduced by
$2,000 of depreciation allocations with re-
spect to Property X).

(ii) Following the deemed contribution of
assets and liabilities by the terminated AB
partnership to a new partnership (new AB)
and the liquidation of the terminated AB
partnership, the adjusted tax basis of Prop-
erty X in the hands of new AB is $16,000. See
Section 723. The book value of Property X in
the hands of new partnership AB is also
$16,000 (the book value of Property X imme-
diately before the termination) and B and C
each have a capital account of $8,000 in new
AB (the balance of their capital accounts in
AB prior to the termination). See §1.704-
1(b)(2)(iv)() (providing that the deemed con-
tribution and liquidation with regard to the
terminated partnership are disregarded in
determining the capital accounts of the part-
ners and the books of the new partnership).
Additionally, under §301.6109-1(d)(2)(iii) of
this chapter, new AB retains the taxpayer
identification number of the terminated AB
partnership.

(iii) Property X was not section 704(c) prop-
erty in the hands of terminated AB and is
therefore not treated as section 704(c) prop-
erty in the hands of new AB, even though
Property X is deemed contributed to new AB
at a time when the fair market value of
Property X ($30,000) was different from its
adjusted tax basis ($16,000). See §1.704-
3(a)(3)(i) (providing that property contrib-
uted to a new partnership under §1.708-
1(b)(1)(iv) is treated as section 704(c) prop-
erty only to the extent that the property was
section 704(c) property in the hands of the
terminated partnership immediately prior to
the termination).

(v) If a partnership is terminated by
a sale or exchange of an interest in the
partnership, a section 754 election (in-
cluding a section 754 election made by
the terminated partnership on its final
return) that is in effect for the taxable
year of the terminated partnership in
which the sale occurs, applies with re-
spect to the incoming partner. There-
fore, the bases of partnership assets are
adjusted pursuant to sections 743 and
755 prior to their deemed contribution
to the new partnership. This paragraph
(b)(1)(v) applies to terminations of
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partnerships under section 708(b)(1)(B)
occurring on or after May 9, 1997; how-
ever, this paragraph (b)(1)(v) may be
applied to terminations occurring on or
after May 9, 1996, provided that the
partnership and its partners apply this
paragraph (b)(1)(v) to the termination
in a consistent manner.

(2) Special rules—(i) Merger or consoli-
dation. If two or more partnerships
merge or consolidate into one partner-
ship, the resulting partnership shall be
considered a continuation of the merg-
ing or consolidating partnership the
members of which own an interest of
more than 50 percent in the capital and
profits of the resulting partnership. If
the resulting partnership can, under
the preceding sentence, be considered a
continuation of more than one of the
merging or consolidating partnerships,
it shall, unless the Commissioner per-
mits otherwise, be considered the con-
tinuation of that partnership which is
credited with the contribution of the
greatest dollar value of assets to the
resulting partnership. Any other merg-
ing or consolidating partnerships shall
be considered as terminated. If the
members of none of the merging or
consolidating partnerships have an in-
terest of more than 50 percent in the
capital and profits of the resulting
partnership, all of the merged or con-
solidated partnerships are terminated,
and a new partnership results. The tax-
able years of such merging or consoli-
dating partnerships which are consid-
ered terminated shall be closed in ac-
cordance with the provisions of section
706(c), and such partnerships shall file
their returns for a taxable year ending
upon the date of termination, i.e., the
date of merger or consolidation. The
resulting partnership shall file a return
for the taxable year of the merging or
consolidating partnership that is con-
sidered as continuing. The return shall
state that the resulting partnership is
a continuation of such merging or con-
solidating partnership and shall in-
clude the names and addresses of the
merged or consolidated partnerships.
The respective distributive shares of
the partners for the periods prior to
and subsequent to the date of merger
or consolidation shall be shown as a
part of the return. The provisions of
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this subdivision may be illustrated by
the following example:

Example. Partnership AB, in whose capital
and profits A and B each own a 50-percent in-
terest, and partnership CD, in whose capital
and profits C and D each own a 50-percent in-
terest, merge on September 30, 1955, and
form partnership ABCD. Partners A, B, C,
and D are on a calendar year; partnership AB
is also on a calendar year; and partnership
CD is on a fiscal year ending June 30th. After
the merger, the partners have capital and
profits interests as follows: A, 30 percent; B,
30 percent; C, 20 percent; and D, 20 percent.
Since A and B together own an interest of
more than 50 percent in the capital and prof-
its of partnership ABCD, such partnership
shall be considered a continuation of part-
nership AB and shall continue to file returns
on a calendar year basis. Since C and D own
an interest of less than 50 percent in the cap-
ital and profits of partnership ABCD, the
taxable year of partnership CD closes as of
September 30, 1955, the date of the merger,
and CD partnership is terminated as of that
date. Partnership ABCD is required to file a
return for the taxable year January 1 to De-
cember 31, 1955, indicating thereon that,
until September 30, 1955, it was partnership
AB. Partnership CD is required to file a re-
turn for its final taxable year, July 1
through September 30, 1955.

(ii) Division of a partnership. Upon the
division of a partnership into two or
more partnerships, any resulting part-
nership or partnerships shall be consid-
ered a continuation of the prior part-
nership if its members had an interest
of more than 50 percent in the capital
and profits of the prior partnership.
Any other resulting partnership will
not be considered a continuation of the
prior partnership but will be considered
a new partnership. If the members of
none of the resulting partnerships
owned an interest of more than 50 per-
cent in the capital and profits of the di-
vided partnership, the divided partner-
ship is terminated. Where members of a
partnership which has been divided
into two or more partnerships do not
become members of a resulting part-
nership which is considered a continu-
ation of the prior partnership, such
partner’s interests shall be considered
liquidated as of the date of the divi-
sion. The resulting partnership that is
regarded as continuing shall file a re-
turn for the taxable year of the part-
nership that has been divided. The re-
turn shall state that the partnership is
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a continuation of the divided partner-
ship and shall set forth separately the
respective distributive shares of the
partners for the periods prior to and
subsequent to the date of division. The
provisions of this subdivision may be
illustrated by the following example:

Example. Partnership ABCD is in the real
estate and insurance business. A owns a 40-
percent interest, and B, C, and D each owns
a 20-percent interest, in the capital and prof-
its of the partnership. The partnership and
the partners report their income on a cal-
endar year. They agree to separate the real
estate and insurance business as of Novem-
ber 1, 1955, and to form two partnerships;
partnership AB to take over the real estate
business, and partnership CD to take over
the insurance business. Since members of re-
sulting partnership AB owned more than a
50-percent interest in the capital and profits
of partnership ABCD (A, 40 percent, and B, 20
percent), partnership AB shall be considered
a continuation of partnership ABCD. Part-
nership AB is required to file a return for the
taxable year January 1 to December 31, 1955,
indicating thereon that until November 1,
1955, it was partnership ABCD. In forming
partnership CD, partners C and D may con-
tribute the property distributed to them in
liquidation of their entire interests in di-
vided partnership ABCD. Partnership CD will
be required to file a return for the taxable
year it adopts pursuant to section 706(b) and
paragraph (b) of §1.706-1.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960; 25 FR

14021, Dec. 31, 1960, as amended by T.D. 8717,
62 FR 25500, May 9, 1997]

§1.709-1 Treatment of
and syndication costs.

(a) General rule. Except as provided in
paragraph (b) of this section, no deduc-
tion shall be allowed under chapter 1 of
the Code to a partnership or to any
partner for any amounts paid or in-
curred, directly or indirectly, in part-
nership taxable years beginning after
December 31, 1975, to organize a part-
nership, or to promote the sale of, or to
sell, an interest in the partnership.

(b) Amortization of organization ex-
penses. (1) Under section 709(b) of the
Code, a partnership may elect to treat
its organizational expenses (as defined
in section 709(b)(2) and in §1.709-2(a))
paid or incurred in partnership taxable
years beginning after December 31,
1976, as deferred expenses. If a partner-
ship elects to amortize organizational
expenses, it must select a period of not
less than 60 months, over which the
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partnership will amortize all such ex-
penses on a straight line basis. This pe-
riod must begin with the month in
which the partnership begins business
(as determined under §1.709-2(c)). How-
ever, in the case of a partnership on
the cash receipts and disbursements
method of accounting, no deduction
shall be allowed for a taxable year with
respect to any such expenses that have
not been paid by the end of that tax-
able year. Portions of such expenses
which would have been deductible
under section 709(b) in a prior taxable
year if the expenses had been paid are
deductible in the year of payment. The
election is irrevocable and the period
selected by the partnership in making
its election may not be subsequently
changed.

(2) If there is a winding up and com-
plete liquidation of the partnership
prior to the end of the amortization pe-
riod, the unamortized amount of orga-
nizational expenses is a partnership de-
duction in its final taxable year to the
extent provided under section 165 (re-
lating to losses). However, there is no
partnership deduction with respect to
its capitalized syndication expenses.

(c) Time and manner of making elec-
tion. The election to amortize organiza-
tional expenses provided by section
709(b) shall be made by attaching a
statement to the partnership’s return
of income for the taxable year in which
the partnership begins business. The
statement shall set forth a description
of each organizational expense in-
curred (whether or not paid) with the
amount of the expense, the date each
expense was incurred, the month in
which the partnership began business,
and the number of months (not less
than 60) over which the expenses are to
be amortized. A taxpayer on the cash
receipts and disbursements method of
accounting shall also indicate the
amount paid before the end of the tax-
able year with respect to each such ex-
pense. Expenses less than $10 need not
be separately listed, provided the total
amount of these expenses is listed with
the dates on which the first and last of
such expenses were incurred, and, in
the case of a taxpayer on the cash re-
ceipts and disbursements method of ac-
counting, the aggregate amount of
such expenses that was paid by the end
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